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LETTER OF SUBMITTAL 


JANUARY 15, 1954. 
Hon. Leveretr SALronsTaLy, 
Chairman, Armée d Services ¢ ‘om ratte 
United States Nenate. 

Drar SENATOR SALTONSTALL: I have the honor to submit herewith 
the first interim report of Preparedness Subcommittee No. 3, ap- 
pointed by you on June 3, 1953, to investigate the implementation of 
title LV, National Security Act of 1947 as amended. 

The subcommittee had prepared for it under the date of July 28, 
1953, a preliminary report on the status of the title at that time. That 
report was included as appe ndix B of the re port of hearings held by 
the subcommittee on November 2, 3, and 4, 1953. 

The attached report sets as the subcommittee’s findings to date. 
In general, we have found that although progress has been made in 
the matter of fiscal, budgetary and accounting practices in the De- 
partment of Defense since the enactment of title IV, the situation is 
far from satisfactory. 

It is our intention to continue with ow study of the subject and 
to advise you and the Congress of our progress in later reports. 

Respectfully, 
Raurpu BE, FuANpDErRs, 
Chairman. Prepare dness Subcommittee No. 3. 
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IMPLEMENTATION OF TITLE IV, NATIONAL SECURITY 
ACT OF 1947, AS AMENDED 


INTRODU( rloN 


One of the major causes of business failure in this country is the 
lack of adequate or accurate accounting systems. 

It is axiomatic to say that no large, successful business can operate 
today without the benefit of accurate and timely financial informa- 
tion concerning its operations. 

It is easy to understand why: No matter how excellent the product 
no matter how hard and conscientious ly the employees perform their 
duties, without adequate accounting records profits or losses cannot 
be determined, wasteful or ineflicient operations cannot be identified, 
and proper decisions cannot be made by the management. 

Further, intricate Federal laws compel the businessman to main 
tain the most modern and accurate accounting systems possible. Yet 
these laws do not apply to that same Federal Government, nor do 
we find that modern and accurate fiscal methods are employed in the 
operation of the Federal Government. 

In light of the great advances that have been made in budgetary 
and accounting techniques, it is appalling to examine the fiscal opera- 
tions of the Military Establishment and find that the accounting sys 
tem has been jerrybuilt since the days of George Washington. 

It was the conclusion of Senator Margaret Chase Smith’s Prepared 
ness Subcommittee No. 2 of the Committee on Armed Services which 
investigated the ammunition shortages, and, hence, the disposition of 
those funds which had been appropriated for the purchase of ammu 
nition, that the “budgetary structure of the Department of De 
fense * * * (is) in an intolerable state.” 

Let it be emphasized that the subcommittee realizes that there is a 
tremendous difference between the operations of the Department of 
Defense and a profit making organization. We do not say that the 
Department of Defense should be “run like a business.” It cannot be. 

But let it also be stated just as plainly that the money and materiel 
entrusted to the Department of Defense must be efficiently used and 
accurately accounted for. [If the American people and their Congress 
are to be assured both that the military is operating as effectively 
and as economically as possible, and that the decisions they make 
are reached only after accurate information has been presented to 
them on the costs of the various programs requested, then we must 
have accurate fiscal records, inventories, and budgetary systems. 

Ever since the operations of our military have assumed such large 
significance in the Nation’s budget, there has been a demand for the 
adoption of more up-to-date businesslike procedures. 

The first significant action was taken shortly after the Second 
World War when the Defense Department Task Force of the Hoover 
Commission, under the chairmanship of Mr. Ferdinand Eberstadt, 
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prap il] polnted out ny of the ! comings of the fiscal pro 
ray rt oft the } lita \ 
| revelat1o} of the Hloover Comm On report ittracted great 
nterest fro eral members of the Senate Armed Services Com 
! tee, and the effort of the membe) oO} the committee, part Cc ularly 
Senator Harry F. Byrd, led to the enactment of leo lation 1 a afted 
e assistance of Mr. Eberstadt, which was designed to promote 
economy and efl enecy in «a fense Opt atvlo through the control of 
fiscal inageme by means traditionally employed in- privat 
enterp! 
Phi legislation was embodied in section 11 of the 1949 amendment 
to e National Se ty Act of 1947 as title LV of the act. 
Seldom h i plece of le@isiation of ih 1 nportance passed the 
Congress wit is little controversy as did title LV, Unanimous ac 
Lh accompanied the ] tat on of the title to the Congress, and 
{ passage wa accol I hed with lavish predictions of succes 
by fiscal experts, det officials, and e membre of the Armed 
Services Committees of both Houses of Congress. 
Only the most expe would dare to pi dict the amount of savings 
h could be ich ( ved by the oreanization an | procedures provided 
for in title IV, but it was uggested that 1f the provisions of the act 
were carried out, a paring of 10 pereent from defense expenditures 


(based on appropriations for fiscal year 1949) could be accomplished 
through the use of better fiseal and accounting procedures. 


Yet in May of 1953 the Subcommittee on Ammunition Shortages 
reported that it 1s ee that the account ng and budget: iy pro- 
cedures are not fune ing in the manner intended under title IV of 


the Unification Act. 


Wh it caused a piece of such promising legislation to go nearly un- 


heeded? Certain obvious answers suggested themselve 
First: The Korean war. In the overriding rush of defense prepara- 
tions and execution of the war. little time could be spared to work on 


scal methods. 

Second: The sheer size of the undertaking. It will be an enormous, 
continuing task to remodel the huge budgetary and fiscal structures 
built up over a period of many decad 1S 

Third: Ignorance of the provisions of title TV and lack of under- 
standing of its intent. Common experience has shown that ignorance 
and misunderstanding may develop into inertia, resistance, and an 
tagonism. Unfortunately, antagonism toward title IV did develop in 
some areas, and it is part of this subcommittee’s purpose to remove the 
causes for this antagonism by explaining the purpose and intent of 
title LV. 

After the Subcommitee on Ammunition Shortages published its 
statements concerning the fiscal operations of the Defense Depart- 
ment, it became apparent that the Armed Services Committee should 
again turn its attention to the status of title IV, and there was ap- 
pointed for the purpose of this inquiry Preparedness Subcommittee 
No. 3. 

The first step was obviously to see “where we were.” Calling upon 
the Messrs. Franz Schneider and Carter L. Burgess for their able 
assistance, the subcommittee undertook a study to determine the status 
of title [V—to what extent had it been carried out, what had been the 
results, and what remained to be done? 
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When thei eport Was compl ad. it be e ( it ibsta 
tial Savings had been accomp!| shed ! the rea ere tle LV has 
been adopted, but it was also obvio that there isa creat deal left 
to be done. 

The next step, then, was to obtain the best possible information and 
advice. kor thi purype ( publ hie wring were he qa on Novembet hie Oe 
and 4, 1955, and experts with great experience were requested to give 
us their statements and tod scuss their viev with the committee In 


cluded in this group were the new civilian heads of the Defense 
Department. 

‘These steps then, first identifi I the problem . and second. obtained 
expert information concerning them. 

This report is the summation of this information, together with t 
subcommittee’s conclusions, and, where possible, our considered recor 
mendations for further action so that the intent of the ( ongress «as 
expressed in title [IV may be accomplished. 

Let us proceed to an examination of the more mportant provisions 
of the title as they have operated. 


COMPTROLLER ORGANIZATIONS 
THE STATUTE 


C07) ptroll , of De pa Pment of dD. fi NSe 


Sec. 401. (a) There is hereby established in the Department of Defense the 
Comptrolier of the Department of Defense, who be one of the Assistant 
Secretaries of Defense 

(b) The Comptroller shall advise and assist the Secretary of Defen in my 
forming such budgetary and f al functions as may be required to carry out 
the powers conferred upon the Secretary of Defense by this Act, including but 
not limited to those specifi in this subsectior Subject to the authority, di 


tion, and control of the Secretary of Defense, the Comptroller sl | 
(1) supervise and direct the preparation of the budget estimates of the 
Department of Defense; and 
(2) establish, and supervise the execution of 
(A) principles, policies, and procedures to be followed in connection 
with organizational and administrative matters relating to 
(i) the preparation and execution of the budgets, 
(ii) fiseal, cost, operating, and capital property accounting 
(iii) progress and statistical reporting, 
(iv) internal audit, and 








(B) policies and procedures relating to the expenditure and collec 
tion of funds administered by the Department of Defense; and 
(3) establish uniform terminologies, classifications, and procedures in all 
such matters 
Military Di PATEMENT hudget and fiscal organization a / f 1] 
Comy tyalle) 

Sec 1()2 a) The Secretary of ¢ h military department, subject to the 
authority. direction, and control of the Secretary of Defe hall cause budget 
ing, accounting, progress and statis reportin l d nd adminis 

ve organizat structure and ma ger ! ‘ I ‘ ting there il 
cle tment « which h t} he ‘ ! 1cted 
man r cor Stel i t pera I he Office ( roller of the 

De partment of Defens 

(b) There is hereby established in each of the thi ! tary departments a 
Comptroller of the Army, a Comptroller of the Navy, or a Comptroller of the A 
Force, as appropriate in the depart nee i. T n ea : 
department, also be a Deputy Comptroller Subject to the ithority of the 
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respective departmental Secretaries, the comptrollers of the military depart 
ents shall be responsible for all budgeting, accounting, progress and statistical 
reporting, and internal audit in their respective departments and for the admin 


strative organization structure and managerial procedures relating thereto. 
Che Secretaries of the military departments may in their discretion appoint 
either civilian or military personnel as comptrollers of the military departments 
epartmental comptrollers shall be under the direction and supervision of, and 
directly responsible to, either the Secretary, the Under Secretary, or an Assist 
ant Secretary of the respective military departments: Provided, That nothing 
here shall preclude the Comptroller from having concurrent responsibility 

a Chief of Staff or a Chief or Naval Operations, a Vice Chief of Staff or a 
Vice Chief of Naval Operations, or a Deputy Chief of Staff or a Deputy Chief of 
Naval Operations, if the Secretary of the military department concerned should 
so prescribe. Where the departmental comptroller is not a civilian, the Secre- 
tary of the department concerned shall appoint a civilian as Deputy Comptroller 


ANALYSIS AND FINDINGS 


The purpose for the establishment. of the four com pt troller organiza- 
tions was, primarily, to promote economy and efficiency in defense 
operations through control of fiscal management by the civilian Secre 
taries and, secondarily, to implement the budget and fiscal adminis 
tration required by title [TV uniformly among and within the depart- 
ments, 

It was expected that the comptroller organizations would result 
in clear lines of responsibility for fiscal management, would furnish 
a means of obtaining uniform and accurate budgetary and fiscal data, 
and, generally, would provide the mechanism for review and analysis 
of fiscal problems to eliminate waste and inefficiency. It was also ex 
pected that title [V would improve accountability to the several Secre 
taries, the President, and the Congress of the funds and resources 
allotted. 

Title IV established the Comptroller “iM the De ‘partment of Defense 
as an Assistant Secretary. It provided that the Comptroller in the 
three military departments could, in the discretion of the departmental 
Secretary, either be a civilian or a military man (but if from the mili- 
tary, a civilian deputy was required), responsible to the Secretary, 
Under Secretary, or Assistant Secretary of the department and, if so 
ordered by the Secretary of the department, concurrently responsible 
to the chief military officer in the department or his de puty. 

Prior to the adoption of title 1V, comptroller organizations existed 
both in the Army and Air Force, and after the enactment of title IV, 
military officers were ap pointed ( ‘omptrolle rs in those de partme nts 
re sponsib le both to the Secretaries and to the Chiefs of Staff. 

In the Navy, prior to title LV enactment, comptrollership functions 
were assigned to the fiscal director. Since title ae howeve r, comp 
trollership duties had been assigned to the Assistant Secretary of the 
Navy for Air until their recent reassignment to the Under Secretary. 

soth the Army and Air Force have civilian deputy comptrollers (as 
required by the act), while the Deputy Comptroller in the Navy is 
military. 

\t lower levels (technical services, bureaus. commands), comp 
trollers have been appointed, usually from the military, with direct 
responsibility to the chief of the technical service, bureau, or 
command. 

Throughout the Defense Establishment, comptrollers do not 
have command authority over comptrollers at lower echelons, al- 


IMPLEMENTATION OF TITLE IV, NATIONAL SECURITY ACT OF 1947 o 


though some functional authority over comptroller activities at sub 
ordinate levels is exercised pursuant to the directive of the Secretary 
of Defense. Generally, it may be said that comptrollers both at top 
and subordinate echelons (with the exception of the Comptroller of 
Defense, who has supervisory authority over budget and fiscal affairs 
of the Department of Defense) have authority limited to advising 
and recommending policies and procedures to be followed (although, 
theoretically, the Navy Comptroller, by virtue of his position as 
Under Secretary, has wide authority over all budget and fiscal matters 
of the Department ). 

Obstructing the full and effective installation of the title [IV ma- 
chinery in all departments and at all echelons has been a critical and 
as yet unsolved shortage of competent personnel to man comptroller- 
ship posts. It must be observed that the training and recruitment 
programs for comptroller personnel have been weak in all of the de- 
partments, although the Air Force should be commended for having 
taken the initiative in providing academic training for both military 
and civilian personnel who are to perform comptrollership functions. 
Both the Army and Navy rotate officers into and out of the comptrol- 
lership area although the Air Force trains and assigns officers as 
specialists in comptrollership. 

It is difficult to obtain qualified civilian personnel for comptrolle r- 
ship assignments because of the salary limitations imposed by Civil 
Service. Similarly, it is equally difficult to find among the many 
able officers in the services those with sufficient training and experience 
in financial management qualified to discharge the compli ated fune- 
tions associated with comptrollership. 

Manifestly, there should be closer working haison between the As 
sistant Secretary of Defense (Comptroller) and the Comptrollers of 
the three departments if the full value of the comptrollership organi- 
zation is to be realized. 

So, too, the Assistant Secretary of Defense (Comptroller) should 
assign qualified personnel to revise and make consistent the account- 
ing systems in the three departments, and should establish an investi- 

gative group more effectively to supervise comptrollership in the 
a »~partments by regular inspection. 

The subcommittee was impressed with the necessity for greater 
understanding and acceptance of the importance of the comptroller- 
ship function in all echelons of each department if the objectives of 
title IV are to be attained, and we urge that the responsible officials 
develop a continuing program to correct this serious deficiency. 


PERFORMANCE BUDGETS 


rHE STATUTI 


Sec. 408. (a) The budget estimates of the Department of Defense shall be 
prepared, presented, and justified, where practicable, and authorized programs 
shall be administered, in such form and manner as the Secretary of Defense, 
subject to the authority and direction of the President, may determine, so as to 
account for, and report, the cost of performance of readily identifiable functional 
programs and activities, with segregation of operating and capital programs. 
So far as practicable, the budget estimates and authorized programs of the mili- 
tarv departments shall be set forth in readily comparable form and shall follow 
a uniform pattern. 
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‘ » expedite the conversion from present budget and accounting 
ince method prescribed in this title, the Secretary 
depart ent vith the approvy of the President and the Secre 
Ls LN Hol ed ind directed itil the end = oft tiie second 
gy the ite of enactment of this Act, to make such transfers and 
vl e Dp l epartment ff which he is the head between 
a e f obligation by ih department in such manner as 
ry to cause the obligation and administration of funds and the 
Kpet ures to reflect the cost of performance of such programs and 
IX¢ f nstel nd adjustments made pursuant to the authority 
be made currently by the Secretary of Defense to the 
( ¥ < 


ANALYSIS AND FINDINGS 


sector 103 requires budg ret estimates to be prepared, presented, and 

justified, and ee administered so as to account for the cost of 
rformance of rea lily - ntifiable function al programs ind activities, 
{ eo smaiienal cnet Ing and « apital expenditures. 


fhe imstitution ¢ 


1 amiieaaats budgets, as contemplated by title 
iV. was expected to make the costs of specific functions re: adily ascer 


tainable, to prevent overdrafts and deficiencies, to fix responsibility 
iti! wile of fuels, andl to provide machiner; for t the preparation 
i re Die Duagvet estimate DY the military departments as well as for 


met reviey by the Department of Le fense,. the Burea iu of the 
Budget, the oe and the C ongress. 


Prior tot] idopt ion of performance budgets. a military installation 
function was fir iced DV Inhnumer: ible appropriations, with ovel 
Wpime soul es of a hice, whic hy pre vented cleat Whe of fiscal respon 
I Cv, pron ted determination and control ot program costs, made 
hiahagement omphi wed A ad weak, ind prevented effective budget 
pore tatior Utilizatio ot performance budgets would correct 


\Ithough the Department of Defense has devel ped and ipphi ed 
thorough and eritical budget estimating techniques, the military de- 
partments have continued to review and analyze their own budget 
timates in the same manner that they did prior to the enactment 
of title LV. 

With respect to budget planning, guidelines have been issued annu- 
ally by the Assistant Secret: iry Oo f Defense (C omptrol ller) to the mili 
le pariane nts setting forth major policies, plans, and programs 
be used by the departments as a basis for budget formulation. The 
salthinenks have oneueed thei enkiih ahiniates tarovnheiumci tell 

e ouidelines. 
Che Assistant Secretary of Dy fense (Comptroller ) has prescribed, 


rv « 


e 1 the ce termination of budget requirements, stancard forms 
d ! form terminology fol submission of requirements data to pet 
mit intellheent comparison, review, and analvsis. Standardization of 


budget format and guidance as to approved overall military poliey 
and program permit the Secretaries of the military departments more 

tel] or ntly to review the b uleet requ Sts of t heirs ubdiy Isilon . Only 
he Secretary of the Navy, however, has taken adequate steps to 
establish a civilian staff to assist in the analysis and review function. 
In the coordination of budget requiremel ts with national policy, 
ie Secretary of Defense, with the participation of the military 
departments, has translated proposed military programs into esti- 
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“I 


mates of material, personnel, funds, et cetera, which are furnished 
the National Security Council for evaluatio 


, ] e + {} i 
Performance standards (workioad measurements, stall ey stand 


ards) are being developed ana appl ed to a ve limited extent tor 
use 1n the preparation ot budget estiniates. 

Field commanders have _— pated to but mited extent in the 
preparation of budget estiliates Lack ot advat ce informat on col 
cerning workloads, absence of stoeck-fund tinancing of inventories at 
the post, camp, and station level, as well as the lack of clear delineation 
of management responsibility, has inhibited participation by lo 
Army commanders in the preparation of preliminary budget est 
mates. The absence of stock funds has also blocked such participatior 
by Air Force field commanders. 

Although the inhib iting factors listed above with reference to tl 


Army do not apply to the Navy, there has not been the participat 
by N: avy fie li | comm: inders | i the cle velopme! tof budget estimates f 
shoul Land could have been achieved. 

The Department of Defense has instituted controls for rates of ob] 
gation by apportioning and scheduling appropriations for each de 
partment by major program. Similar but sare det ed aoabaola have 
been adopted in each of the services. 

Although the Department of Defense has directed each of the 
services to establish stock funds for common-use items, only the De 
partment of the Navy has utilized the device to an appreciable degree. 
In the Army and the Air Force, consumable supplies are generally 
issued to the user without cost. 

The Department of Defense, in cooperation with the Bureau of 1 
Budget, has advanced and advocated the performance budget concept 
as a necessary ingredient of effective fiscal management, and has 
directed the military departments to prepare their budgets on th 
basis. The absence of stock funds in the Army and Air Force has 
retarded performance budgets in those departments, although both 
have done effective work in segregating capital and operating costs. 

The Navy has made the greatest progress in the use of performance 


budgets, although their accomplishment in segregating capital an 
operating cost has been less suecessful than a of the other dep unt 
ments. In both the Air Force and the Navy, financial respon ibilits 


generally parallels management responsibility, although the failure 

of the Army to achieve such parallel] responsibility constitutes a majo 

deficienc \ to which the de ‘partment le: adership must address itself. 
The Department = Defense has, since 1950, standardized c¢lassifi 


cation of funds by budget categories which are used in presenting 
budget estimates otha Commtee Military departments have adopté 
the budget classifications prescribed by the Assistant Secretary of 


Defense (Comptroller). 

Neither the Army nor the Air Force have achieved significant budg 
control for technical items, other than major end items, which do not 
lend themselves to stock-fund control, although the Department of 
Defense has urged the services to establish both dollar and quantity 
inventories as well as to use to a greater degree the industrial-fund 
device in repair operations. It should be noted, however, that the 
Air Force has develo yped a system of financial accounting for ne 
stock-fund supp ylies which will soon be i | n operation to depot level, 
and will be extended to base level in the near future. 
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The Department of Defense has recognized the necessity of the inte 
oration of budget and expenditure account classifications, but has, as 
vel, fail ad to pres ribe uniform account Classifications. Hence, neither 
the Arniy hor the Air Force have made appreciable progress in this 
area. The Navy, on the other hand. although it has a comprehensive 
expenditure aecount classification, has failed to integrate it fully with 
budget structure. 

Much work must be done to realize the objectives ot title LV with 
respect to perforniuun » budgets. Although some progres has been 
made, the implementatio i of perfor mance budgeting has been gener 
CULL slow and ineffective in each of the departments, 

It would appear to be highly desirable to identify military personne] 
costs with the function to which the costs relate. if performance 
budgets are to be completely accurate ana reliable, although this has 
not been done in any department. 


WorkING-CAPITAL FuNDs 


THE STATUTE 
Sec. 405. (a) In order more effectively to control and account for the cost of 
programs and work performed in the Department of Defense, the Secretary of 
Defense is authorized to require the establishment of working-capital funds in 
the Department of Defense for the purpose of 
(1) financing inventories of such stores, supplies, materials, and equip- 
ment as he may designate; and 
(2) providing working capital for such industrial-type activities, and for 
such commercial-type activities as provide common services within or among 
the departments and agencies of the Departinent of Defense, as he may 
designate. 
(b) The Secretary of the Treasury is authorized and directed to establish on 
the books of the Treasury Department at the request of the Secretary of Defense 
he working-capital funds established pursuant to the authority of this section 
) Such funds shall be 
(1) charged, when appropriate. with the cost of stores, supplies, materials, 
and equipment procured or otherwise acquired, manufactured, repaired, 
ssued, and consumed and of services rendered or work performed, including 
applicable administrative expenses; and 
(2) reimbursed from available appropriations or otherwise credited for 
the cost of stores, supplies, materials, o7 equipment furnished and of services 
rendered or work performed, including applicable administrative expenses 
Reports of the condition and operations of such funds shall be made annually 
the President and to the Congress 
(d) The Secretary of Defense is authorized to provide capital for such work 
ing-capital funds by capitalizing inventories on hand and, with the approval of 
he President, by transfer, until December 31, 1954, from unexpended balances 
of any appropriations of 
fund of the Treasury: Provided, That no deficiency shall be incurred in any 
such appropriation as a result of any such transfer. To the extent that such 
methods do not, in the determination of the Secretary of Defense, provide ade- 
quate amounts of working capital, there is hereby authorized to be appropriated, 
out of any moneys in the Treasury not appropriated for other purposes, such 
sums as may be necessary to provide adequate working capital. 

e) Subject to the authority and direction of the Secretary of Defense, the 
Secretaries of the military departments shall allocate responsibility within their 
respective military departments for the execution of functions which each mili- 
tary department is authorized by law to perform in such a manner as to effect 
the most economical and efficient organization and operation of the activities and 

se of the inventories for which working-capital funds are authorized by this 


the military departments not carried to the surplus 


f) No greater cost shall be incurred by the requisitioning agency for stores, 
pplies, materials, or equipment drawn from inventories, and for services ren- 
dered or work performed by the industrial-type or commercial-type activities for 
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which working-capital funds are authorized by this section, than the amount of 
appropriations or funds available for such purposes 

(zg) The Secretary of Defense is authorized to issue regulations to govern the 
operation of activities and use of inventories authorized by this section, which 
regulations may, whenever he determines the measures set forth in this sub 
section to be required by the needs of the Department of Defense, and when such 
measures are authorized by law, permit stores, supplies, materials, and equip 
ment to be sold to, and services to be rendered or work performed for, purchasers 
or users outside the Department of Defense In such cases, the working-capital 
funds involved may be reimbursed by charges against appropriate appropriations 
or by payments received in cash 

(h) The appraised value of all stores, supplies, materials, and equipment 
a <d to such working-capital funds from any department, activity, or agency, 
may be charged to the working-capital fund concerned and the proceeds thereot 
shall be credited to the current appropriations concerned; the amounts so cred 
ited shall be available for expenditures for the same purposes as the appropria 
tions credited: Provided, That the provisions of this subsection shall not permit 
credits to appropriations as the result of capitalization of inventories authorized 
by subsection (d) of this section 


ANALYSIS AND FINDINGS 


Title I1V authorized the installation of working-capital funds for 
the financing and control of inventories ef common-use items and of 
industrial- and commercial-type activities conducted by the Military 
Establishment. 

A fund receives, either by a capitalization of existing inventories 
or work in process, by a tl sushi authorized by the Secret: ry of De 
fense from unexpe ‘nded balances of other military appropriations, or 
by new appropriations by Congress, sums necessary to provide work 
ing capital for the operation of the inventory or the activity... The 
ultimate consumer is required to pay for items or services received 
from the funded operation by direct payment or by a charge against 
the appropriation of the consuming agency. 

Although the authority eranted to the Secret: n'y of Defense to trans 
fer unexpended balances of other defense ap propriations to working 
capital f funds does not appear to have been abused, the subcommittee, 
cognizant that the authorization permits the application of funds with 
out close congressional scrutiny, will reexamine this portion of the 
title in later phases of its inquiry. 

It was the objective of title [IV to permit, by the use of working 
capital funds, a consolidation of ln and fiscal responsibility 
under single management, to effect common use of facilities and inve1 
tories, to facilitate the implementation of performance budgets and, 
generally, to provide a means for businesslike management and finan 
ing of standard stock inventories and of operations in industrial- and 
commercial-ty pe Operations. 

Unit costs of goods, work, and services ean be determined. procure 
ment methods can be simplified, inefficiency can be eliminated, and 
economy achieved by the use of the working-capital system. 


A. Industrial funds 
] 


There are many types of activity conducted by the military depart 
ments which properly could be financed | \ industrial funds: arsenals, 


ordnance p ylants, ¢ lothing and equipage factories, repall shops, s] ip 


‘From the date of enactment of title IV to Tune 30. 195 he Seere r f Defense 
transferred from unexpended balances of other military ppropriations, $1,211,.000,006 
to provide capital for working capital fund while the Congress had pr ded. by r 





new obligational authority during that period, $663,000,000 for tl! 
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yards, transportation services, printing plants, bakeries, laundries, 
o date, however, the Army has brought but 9 such operations under 
ndustrial funds, approximat ne 5 percent of its total industrial and 
commercial operations. The Navy has been somewhat more aggre 
sive, having ay plied industrial-fund finanei ¢ to 25 opera tions ap 
proximating 2O percent of its industrial and commercial activities. 
Of these 28 operations, however, 18 are printing plants. The An 
Force has bee most deficient in this area, having brought but one 
minor facility (a printing plant) under a working-capital fund. 

he (Army Has mitiated plans to effect the early conversion of 
industrial operations to the working-capital system, while the Navy 


has under way the conversion of $ operations to fund financing. So 
too, the Air Force is in the process of funding 6 other printing plants. 


Both the Army and Navy have instituted studies to bring other major 
operations (ge eral he spit ils, ports of embarkation, s NIPVs irds, naval 
gun factories) under the system, and when the prin ple is applied to 
thos Operations which at :p resently under consideration for conver 

ion, both services will operate a sizable percentage of their major 
ndustrial and commercial activities under industrial funds. 

The operations which have adopted the industrial-fund system have 
experienced considerable success, a result which should demand the 
extension of the system in each of the services. 

Special reference Lo the failure of the Air Force to establish a firm 
policy for the utilization of the industrial fund system is demanded, 
even though the Air Force now has under consideration the conversion 
of certain of its industrial activities to the corporate basis which in- 
dustrial funding provides. ‘There are mi: ny activities (especially the 
Military Air Transport System, which is presently being studied), 
vhic h, it woul 1 seem, coul 1 be oper ited more e flic iently and econonil- 
eally under industrial funds. 

Even the number of Army and Navy activities in which the indus- 
trial fund system is presently operating is insufficient to make a signifi- 
cant impact on the fiscal management of these departments. It seems 
obvious to the subcommittee that all three departments should assign 
qualified personnel to install the industrial fund system to industrial 
ind commercial-type activities. It seems equally clear that the cost 
systems of activities presently operating under industrial funds should 
be refined to permit comparisons of actual costs with standards and 
budgets so that effective cost reduction by management may be accom 
plished. 


5B. SOC j ds 


Although the Army maintains inventories of common-use items of 
an estimated value of $6.5 billion (exclusive of stocks at camp, post, 
and station level) less than $2 billion are presently being controlled 
under the stock-fund system to depot level. The Navy, which had 
utilized stock funds long before the enactment of title IV, maintains 
nventories of common-use items with a value of approximately $1.8 
billion, 90 to 95 percent of which are controlled by stock funds. These 
estimated figures of the Navy do not include shipboard stocks nor, 
generally, technical spares and spare stocks. 

Phe Air Force has applied the stock-fund principle to inventories 
of an approximate value of $287 million, which is estimated to be ap 
proximately 30 percent of its total common-use inventories. All three 
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branches have developed plat {or the mereased appl cation of stor k 
funds to common-use inventories during fiscal year 1954. 
Special mention must be made of the extraordinary success which 


has resulted from the installation of a stock fund to control Air Force 
clothing. In testifying before this subcommittee, former secretary 
of Defense Robert A. Lovett pointed to the enormous savings that the 
clothing clivision of the Air Force stock fund, operated even 1n over- 
seas theaters, had produce d. 

He stated that its first fin al statement, as of December 31, 1951, 
showed cash on hand of 815.5 alte and an existing inventory of 
$386.2 million. Sales of clothn were estimated to run to S21 mn | 
lionannually. At the time that » first financial statement was issued 
existing pli ms called for the : secant of an additional $400 millions’ 
worth of clothing. When it was discovered that the stock on hand 
exceeded $380 million, the planned procurement was, of course, can 
celed. On May 31, 1952, a ‘subseque nt financial statement was issued 
which disclosed that the cash items had grown to $82.2 million while 
the inventory had declined to $271.2 million. This later statement 
revealed that actual sales were at the rate of S60 million annually as 
compared with the estimated $210 million. 

The aggregate savings which will follow as a direct result of the 
institution of the Air Force clothing stock fund are inestimable. One 
merely has to compare the anticipated consumption with the actual 
sales to understand the tremendous waste which title [V has, in this 
relatively small area, eliminated. 

It should be noted that when the idea of an Air Force-wide stock 
fund was initially broached, some field commanders were, to say the 
least, skeptical of its success. Although they anticipated that it would 
prove unworkable in the field, their cynicism did not, fortunately, 
deteriorate into resistance. When the remarkable success of the stock 
fund had become an established fact, these same commanders, who 
had looked upon it with such reservation, became enthusiastic 
supporters. 

To exemplify the field support which title LV inspires, a memoran 
dum issued by the commanding general of the Far East Air Force 
on July 350, 1953, mi Ly be cited. In this document it is stated, “Stock 
fund operations in the Far East Air Force are a vivid example of 
the value of monetary accounting in supply management.” In this 
letter it was noted that the Air Force clothing stock fund had revealed, 
for the first time, the actual consumption of clothing, and has per 


rr 
] 
ih 


mitted the slashing of clothing inventories by 50 percent, with ex 
pected inventory cuts to come which will pare pre Stor k tund 
inventories by 75 percent. 


Similarly, we should like to commend the Marine Corps for its 


remar! able success in establishing the corps stock fund for the con 
trol of common-use items in the space of a few short months. Their 
dynamic, forceful work should be regarded as a standard for the 


other services to attain. 


The long experience of th Navy with the stoek-fund system has 
demonstrated its many advantages. As yet, because of the fact that 
the stoek-fund principle has been initiated recently, cross service use 
of common-use item inventories has not been extensively utilized, 


although with more extensive adoption of the stock-fund system, 
greater area use of distribution facilities and inventories can be 
effected 
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~ 


MANAGEMENT [FUNDS 


THE STATUTI 


Sec, 406. The Act of July 3, 1942 (56 Stat. 645, c. 484), as amended, is hereby 
further amended to read as follows: 

1) For the purpose of facilitating the economical and efficient conduct of 
eperations in the Wepartment o Defense which are financed by two or more 
appropriations where the costs of the operations are not susceptible of immediate 

ribution as charges to such appropriations, there are hereby established the 
Navy management fund, the Army management fund, and the Air Force manage 
ment fund, each within and under the direction of the respective Secretaries of 
the Departments of the Navy, Army, or Air Force, as the case may be. There 
are authorized to be appropriated from time to time such funds as may be neces 
sary to accomplish the purposes of the funds 

‘(b) The corpus of the Navy management fund shall consist of the sum of 
$1,000,000 heretofore transferred to the naval procurement fund from the naval 
emergency fund (17X0500), which amount, and all balances in, and obligations 
against, any accounts in the naval procurement fund, are hereby transferred to 
the Navy management fund; the corpus of the Army management fund shall 
consist of the sum of $1,000,000, which shall be transferred thereto from any 


unobligated balance of any SPeyteee available to the Department of the 
\riny; the corpus of the Air Force management fund shall consist of the sum of 
$1,000,000 which shall be tra ferred thereto from any unobligated balance of 


any appropriation available to the Department of the Air Force; in each case 
together with such additional funds as may from time to time be appropriated 
to any of said funds. Accounts for the individual operations to be financed under 
the respective management funds shall be established only upon approval of the 
Ser retary of Defense. 

“(c) Expenditures may be made from said management funds from time to 
1¢ for muterial (other than material for stock) and for personal and contrac 
tual services under such regulations as may be prescribed by the Secretary of 
Defense: Provided, (1) That no obligation shall be incurred against any such 
fund which is not properly chargeable to available funds under an appropriation 
of the department within which the fund is established, or whenever necessary 
to effectuate purposes authorized by this Act to funds of another department 01 


agency within the Department of Defense, and (2) that each fund shall be 
promptly reimbursed from the appropriate appropriations of such department 
fi ill expenditures properly chargeable thereto Nothing herein or in any 


other provision of law shall be construed to prevent advances by check or war 


uursements to any of said management funds from appropriations 


( relmil 
of said departments on the basis of the estimated cost of a project, such esti 
mated cost to be revised and necessary appropriation adjustments made when 
adequate data become available 

(d) Except as otherwise provided by law, amounts advanced to the manage 
nent funds under the provision of this Act shall be available for obligation 
only during the fiscal vear in which they are advanced: Provided, That nothing 
contained in th Act shall alter or limit the authorized period of availability 
of the funds from which such advances are made. Final adjustments of advances 
in accordance with actual costs shall be effected with the appropriate funds for 
the fiscal year in which such funds are advanced 

(e) The portion of the Naval Appropriation Act, 1945 (5S Stat. 301, 310) 


relatir to the naval procurement fund hereby repealed,’ 
ANALYSIS AND FINDINGS 


Title TV established a management fund in each military depart 
ment with a corpus of $1 million. The funds are designed to permit 
the achievement of clear-cut Management and fiscal renpcaalbiitiee 
fo. operations financed from more than one source and in which more 
than one department or more than one organizational subdivision 
within a department a es if the costs of the project may not 
be immedi: itely distributed : ( harges to the appropriations of such 


departments or subdivisions. Th funds are replenished from author- 
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ized ap propr lations, based o1 1 per iodie disti ibutions of expenditures 
to the activities participating in the project. 

The utilization of management funds permits the assignment, to 
the project manager responsible for performance of the projects, of 
authority and responsibility for expenditures connected therewith, 
and the consolidation and simplification of accounting for financial 
transactions of joint activities. 

The experience of the Army with the ordnance consolid: ited pro 
curement account under the management-fund principle has revealed 
the necessity for correlation of procurement, supply, and financing. 
This account, which makes possible a single-service procurement of 
equipment to be manufactured for two or more consuming agencies 
is In a confused state. 

Other congressional groups have concerned themselves with this 
account, and to avoid duplication, discussion of it will not be here 
included. Suflice it to Say, however, that this subcommittee is cog 
nizant of the situation and urges that it be corrected as soon as possible. 

Other uses of the management funds, by all three services, have 
demonstrated, however, that management fund financing eliminates 
duplication and simplifies accounting and reporting systems. 


ACCOUNTING 


THE STATUTI 


Sec. 401. (b) Subject to the ithority, direction and control of Ul 
Secretary of Defense, the Comptroller (of the Department of Defense) sha 
(2) establish, and supervise the execution of 


(A) principles, policies, and procedures to be followed in connection 
with organizational and administrative matters relating to 


nz. (und) 


(ii) fiscal, cost, operating, and capital property account 
rm terminologies, classifications, and procedures in 


(3) establish unife 
all such matters 

Sec. 402. (a) The Secretary of each military department, subject to the au 
thority, direction and control of the Secretary of Defense, shall cause 7 uu 
counting ' and administrative organization structure and managerial pro 
cedures relating hereto in the department of which he is the head to be organized 
and conducted in a manner consistent with the operations of the Office of the 
Comptroller of the Department of Defense 

(b) * * Subject to the authority of the respective departmental Secretaries, 
the comptrollers of the military departments shall be responsible for all 
accounting * in their respective departments and for the administrative 
organization structure and managerial procedures reiating thereto 

Sec. 410. The Secretary of Defense shall cause property records to be main 
tained in the three military departments, so far as practicable, on both a quant 





tive and monetary basis nder regulations which he shall prescribe Such 
property records shall ncl ile the fixed property, installations, and major 
items of equipment as well as the supplies, materials, and equipment held in 


store by the armed services 
ANALYSIS AND FINDINGS 


The importance ot f adequi ite accounting systems to support the sev 
eral procedures established by title LV cannot be overemphasized. 

The title contemplated the installation of an accounting system 
within the Defense Establishment which would provide reliable fiscal 
data for use in the preparation and support of budget requests, to 
provide machinery for effecting control of obligation and expenditures 
and for measuring the effectiveness and economy of the performance 
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if management, to promote control and reduction of operating cost 
establish accountability for assets 

It wa expected that there w mild be in integration of account classi 
fication, fiseal accounting, cost accounting, and property accounting 
to a single form system It was anticipated that a greater sense 
f responsibil ind accountability in all echelons would result and 
it congressional and executive control over expenditures would b 

rthened 
I | opi 0 

Lhe A tant Secretary of Defense (Con ptrollei ) has issued regu 
lations governing administrative control of appropriations. In ad 
regulathe ive bee ssued by the Department of Defense 
{ Hplemwent prin ples govel ne allotment accounting and control 


of commitments and obligations lt ippears that the various depart 
ment have not etlectively inplemne ited or reviewed the financial 
operations under these regulations until recently. It is possible that 


violations may have oecurred in incurring obligations or authorizing 


obligations to be incurred in excess of ava lable funds. he Secretary 
if Defense, however, has directed that each department ascertain 


nd report such violations at an early date, setting forth the reasons 


therefor and the remedial actions taken. 

In the (Army, regulation s have been issued to establish an allotment 
recounting system, although these regulations have not been fully 
mplemented at the techni al service level and basic weaknesses eXIst 


i 


{ respect: to accounting for and control over commitments and 
ob] Yatlrons It has been suggested that the system promulgated by 


thre Department ot the (Army Is extremely complex and too detailed 
bersome to provide useful information for efficient manage 

ment and administration. 
he Navy has instituted an allotment accounting system and system 


for control over commitments and obligations. The Air Force allot 
Thiet t accounting sVstem fils also been est ib} shed although Improve 
ent ive needed 1 accounting for commitments and obligations. 


The Assistant Seecretarv of Defense (Comptroller) has devised a 


t rting svstel for control of obligations, expenditures, and 
vailable balances of appropriations for budget activities, but its us¢ 
een extended below the budget activity level. Similarly, the 
\1 \ Ss estabiished report ne svstem, aitho eh it has not provided 
Ldeg 0 Y al udvet controts Tol programs, 
Phe Navy is revised its previously eXisting system to contorm te 
|. defensewide reporting system and it has proved generalh 
though the system of reporting in the Bureau of Aero 
ppropriatio counts. The Air Force 
ystem, generally the same as the Army system, althoug! 
\ roa es The obser ce OT sling e | es of authorit 
\ ° { Dey ! l te] Ot Detfe ‘ _ FEU. fa rected no ul 
u =, thre departments 
ve) le progress that area The Air Force has made the great 
esalthought ve been revisions Navy system wht 
; ; 
G \ eS eX ’ ssif sed bv t Navy 
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I I lo 
sed in its budget, as presented to t Congres Although se 
progress has been made by the Army nm rey no n¢ unt cela hice 
tions, expense account technical services and Ai 


hot uniform. 


Throughout the Defenss Estal ent, a uniform, all-pury} 
tem of budgeting and a inting 1 | ey : 
In some areas (e. g., Army Ordnance Corps) a complete rev i 
the existing accounting syste Is necessal 

Improvements ure required throug out al epartment ! f 
ment and obligations accounting and reporting. Further refi 
and improvements are necessary ! finan ne and account rol 
single-service procurement. 
Bh, Lransactions accounting 

Uniform policies and procedures have been issued by the Depar 
ment of Defense for the standardization of civilian payroll | 
uniform svstem has been installed by both the Army and the Navy, 
wnd wis presently being adopted by the Air lorce. 

Litho igh policy directions are issued on a day to-day basis to the 


military departments by the Department of Defense concernil oy the 
tandardization and improvement of disbursing procedures, the prob 
iems involved in this field are Jargely departmental problems. 

Each of the services had made progress 1 the standardization of dis 
bursing procedures by the establishment of centralized settlement 


offices, the simplificat 1On ot « heck pay ment procedures and the stream 


lining and reduction of documentation supporting the accounts of 
disbursing oflicers. 

The Army has developed, but not vet fully nstalled, a system 
teoTating disbursement accounts with appropriations accounts at 


installation level and thus has undertaken appropriate and commend 
able action towards establishing the basic framework for building a 
integrated system at the operating level. 

‘he Department of Defense has defined uniform porcles and pro 


cedures covering the hnancing and accounting otf ecross-service 


activities at the installation level, which has resulted in increased 
cross-servicing among the installations of the military departments. 
The services have simplified their CYrOSS-Serviclhg procedures, con 
sistent with the OSD policies. 

The policy clireetion provided by the Department of Defense to 
the military departments concerning the common use of disbu sing 
facilities must be followed. The promotion of cross-disbursing wil 
result inevitably in economy and simplification of procedures. ‘The 
failure of any of the services to participate in cross-disbursing would 
be entirely without justification. 

In order to simplify the purchasing procedure for small items, the 
Department of Defense has issued regulations authorizing the use of 
petty cash funds in making small purchases. The services have 
adopted their use to some extent, gre itly simplifying accounting pro 


cedures for small purchases The suecess of the local purchase 
program depends on A DOLICY pronouncement \ Def lise oft ials 
reconciling the program Wit the mmconsistent al overria ne concept 


of centralized procurement 
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Additional lnprovements 1 the area of tr: msact ions accounting 
must be made to correct disbursing accounting, reporting, and smal] 
purchase procedures. A greater integration of expenditure account 
ing under allotments with disbursing officers’ accounts should be 
effected in a manner similar to that which the Army has adopted. 


FFP Industrial fi nd account?) d 


Methods of charging fo. work o1 Service performed by an activity 
covered by the industrial fund system are prescribed by the Office of 
the Secretary of Defense. Ind ustrial fund operations in each of the 
three departments perform work at actual cost or at soadubeuiinn 
prices approxiMnatine cost (cost includes only those elements paid 


by the fund). 

Both the Army and the Navy have installed job-order cost account 
ng systems in those activities covered by industrial funds, except 
rinting plants and the Military mea Transportation Service, the 
costs of which are determined by the expense elements. The cost of 
the one Air Force printing plant operated under the industrial fund 
s also determined by the elements of expense. 

Phe Assistant Secretary of Defense (Comptroller) has issued exten 
sive regulations concerning systems for budgetary control of activities 
covered by the industrial funds system. The regulations require use 
of project orders with cost ceilings for manufactured work, and au 
thorized allotments with limits on obligations for nonoperating activ- 
ities. The cost of other work is limited, generally, by the work or 
ervice ordered at prede fermine “ly rices. 

The regulations, which are ve ner: ally followed | \ the three de part 
ments, also require budgetary control of material procured, inven- 
tories, direct labor and overhead expenses. Cost estimates and controls 
of the manufacturing work are not sufficiently tight in the industrial 
fund operations, nor are allotment obligations adequately controlled. 

Although broad reporting requirements have been established by 
the Department of Defense for the industrial fund operations for the 
Secretary's semi-annual report to Congress and for the annual budget, 
uniform reporting requirements have been established for manage- 
ment purpose for printing plants only. 

Both the Army Comptroller and the N: avy ¢ ‘omptroller, as well as 
the Chiefs of the Technical Services, Bureaus or oper: ating agencies, 
have required reporting by the industrial fund operations for man- 
agement purposes, There is an urgent need for the establishment of 
departmental policies and eriteria covering reporting requirements 
which will meet management and operating needs on a more ef- 
fective basis. 

To improve industrial fund accounting, the Department of Defense 
should develop monetary performance systems for comparison of 
standards with actual costs and should institute a system for complete 
costing of work and services. The budgetary control system for over- 
head expenses needs improvement and a uniform reporting system for 
use by all industrial-type activities should be instituted. The three 
departments should adopt mS Soon as possible the several systems 
established by the Department of Defense. 


DD). Stor }: fund recounting 


The Department of Defense has prepared regulations for final 
coordination governing stock fund operations. 
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Althor ioh broad re porting oer ents Tor higher | levels have been 
pe ablished by the De :partmer t of Defense, neither the Army nor the 

Air Force have adopted re nerd systems which are fully adequate, 
or which conform with the reeommended OSD standards. 

In the area of financial accounting for inventories, both the Navy 
and the An . Force have adopted s\ stenis whieh proy idle rel itively com 
plete, time ly. and ace urate Information, although the accounting by 
the Alt ~F oree agencies Is incomplete i that mobilization reserves are 
not centrally identified and reported. 

The Army accounting system, especially in the Clothing and 
Equipage Division, s both in: idequate : ind cumbersome. The Army, 
hike the Air Force, has inade quate ce mtral identification and reporting 
for mobilzaton reserves and excess stock. 

It shoul | be observed that the accounting system u ed in the Defense 
Supply Service is both complete and accurate. 

To] improve stock fund acecou nting, uniform re port i] g Sy stems must 
be more fully developed, central identification and reporting for 
mobilization reserves and excess stocks should be improved, and 
accounting classifications for transactions and subeategor ies of mate 
rials in inventory should be made more adequate in certain areas. A 
system should be established for financing of inventories and opera- 
tions of resale activities. 


EB. Financial accounting Jou property othe than stock fund 
inventories 

Neither the Army nor the Air Force have as yet installed financial 
systems for the accounting of capital assets, although the Army has 
made plans for installing eg: accounting for the inventories of capital 
assets held in depots in the Zone of the Interior in the near future. 
The Navy has adopted finaneal accounting for capital assets of unap 
praised ql lality, annual re ports of v hich, by categories, are furnished 
in the annual report of naval expenditures. 

The Department of Defense has, to date. issued no directive with 
respect to financial accounting for capital assets. although prelimi 
nary studies of problems of accounting for Government property, fur 
nished to contractors. in process, have been instituted. 

In the area of financial accounting for consumable supplies not pres 
ently included in stock funds, no specific OSD directive has been 
issued, although stock fund regulations furnish a general guide. The 
Army has developed plans for financial accounting for such supplies 
in the United States depots. The Navy uses a system very similar to 
that in use in stock fund inventories. The Air Force, however, has 
instituted a system for financial accounting for such supplies to 
depot level, and will extend it to the base level by next Apri il. 

Much work must be done by the Department of Defense, and the 
military departments, especially by the Army, to correct their fi 
nancial accounting procedures for property other than that included 
in stock fund inventories. Financial accounting for consumable 
materials and supplies is not adequately integrated with accounting 
for appropriations, and although data is available, the consumption 
of such supplies is not under complete budgetry control. 

It should be noted that because of the immense task of establishing 
financial accounting for property, priority has been given by the 
Assistant Secretary of Defense (Comptroller) to the installation of 
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The greatest obstacle standing in the way of the development of 
ne in the Department of Defe e has been the lack of a 
ied t¢ Orps OF qua hed prore l¢ il accountants to head up the 
Ilatio oft ccount oO y ten i | to prov cl ope rational diree 
it all level \ real effort must he made by the military depart 
ments to utilize available mil Cary personne] wit] accounting back 

eround and training in the accounting function. 


PROGRESS AND STATISTICAL REPORTING 


THE STATUTE 


Sex 101 (b) Subject to the authority lirect 
Secretary of Defense, the Comptroller (of the Department of Defense) sha 
(2) establish, and supervise the execution of 
(A) principles, policies, and procedures to be followed in connection 
With organizational and administrative matters relating to 
iii) progr and statistical reporting, and 
3) establish uniform terminologies, classifications a procedures in all 


li Inatters 


SEC. 402 a) TI secret f each ilitary departinent Lh) fen vuthor 
itv, direction and control of the Secretary of Defense, shall cause progress 
d statistical reporting ind administrative organization structure and 


nianagerial procedures relating thereto in the department of hich he is the 
head to be organized and conducted in a manner consistent with the operations 


if the Office of the Comptroller of the Department of Defense 


(hb) Subject to the ut} ty the respec e departmental Secretaries 
e comptrollers of the milit departments shi 2 responsible for al 
progress and statistical reporting in their respective departments and for 


the administrative organization structure and managerial procedures relating 
thereto . 


ANALYSIS AND FINDINGS 


Title LV has rurn shed 1) progres reports and statisties more effec 
tive machinery for the measurement and evaluation of programs for 
use by management in formulating executive and policy decisions 

Under the existing system in the Department of Defense, progress 
mid statistical reporting involves developing, compiling, swnmariz- 


Ing, inalyzing and interpreting data covering military and civilian 
manpower, casualties, procurement and production (with emphasis 
on aircraft, tanks, ships and ammunition), construction, foreign mili- 
tary assistance, and fiscal operations, and a presentation of these data 
in consolidated form through the use of text, tables, and charts. 

With the establishment of uniform terminology, classifications, and 
prod edures and the coordination of statistical programs of the Depart- 
ment of Defense with those of other agencies, and with the elimination 
of unnecessary reports and the development of comprehensive sum- 
mary reports covering important subjects, a system has been provided 
which will permit top officials to be fully and currently informed of 
the status, progress and problems of major programs. Inevitably, a 
good reporting and statistical system permits more effective manage- 
ment al cl proy des comple te and time ly information for the Congress 
and for the public. 

Although the value of progress reports depends to a great extent on 
their timeliness, reporting deadlines have sometimes not been met in 
the Army and in the Navy. The fact that the Air Force has had 
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greater success than the other departments in meeting reporting dead 
lines 1s due, In part at least, to the fact that the An Koree has estab 
lished centralized statistical organizations at all echelons of command 


‘The Department of Defense has estab] led a svstem to provide fon 
clearance by the Comptroller of reports to ire formityv. ace 
racy, and consistency. Army Reeulations uso provide that a] data 
going outside the Department of the Army shoul clear through the 
Army Comptroller, although this reoulatio is Treque tly bee ais 


regarded by many elements. 

Much difficulty existed in the Navy in the matter of the release of 
contusing data, resulting, n part, from the ce entra ed Navy Opera 
tions. The establishment of a Progress and Statist Oilice unde 


the Navy ¢ omptroller has happy ved this tuatlol 


Lhe absence ot a centraiized lenarance agency for auta vomng out 
of the Air Force has also resulted in occas auicont ! 
All services must have better reporting Tro overs = theaters and 


commands. 

‘The Department of Defense and each of t tury department 
have done effective work 1h the corretation OL progress reporting with 
progress analysis for hieh level prog! Lida 1 ew Lhe ive also do 
much to eliminate unnecessary rep 

In order that the progress reporting and statistics system may be 
further developed and used, military departine! ts must make avail 
able to the Departn ent of Defense more and better programing in 
formation and more timely, objective and accurate operating data. 

Within the several departments, more encouragement of, and inte 
est In, objective analytical reports bv te p pol CVINAKINGE ina adminis 
trative officials is nece sary, as 1s objective review Dy competent 
professional analysts on the basis of the interest of the department 
(Army, Navy, Air lorce) asa whole. rather than the narrower service, 
bureau, or command interests. 

Ther Isa need for greater recognition at the Secreta il level of 
the military departments of the value of timely, objective analy 
reports, for increased use by the Secretaries of the military cle part 
ments of such reports In evaluating prograins and Operations, and a 
need for better control at the Secretarial level of the three services of 
reporting from overseas theaters and commands so that there is avail 
able to these Secretaries and the Secretary ot Defense the data requirea 
to discharge then responsibilities. 


INTERNAL AUDI! 


rHE STATUTI 


Sec. 401. (b) * * Subject to the authority, direction, and control of the 
Secretary of Defense, the Comptroller (of the Department of Defense) shall 
(2) establish, and supervise the execution of 
(A) principles, policies, and procedures to be followed in connection 
with organizational and administrative matters relating to 
(iv) internal audit, and 
(3) establish uniform terminologies, classifications, and procedures in all 
such matters. 

Sec. 402. (a) The Secretary of each military department, subject to the 
authority, direction, and control of the Secretary of Defense, shall cause ' 
internal audit and administrative organization structure and managerial pro 
cedures relating thereto in the department of which he is the head to be organ 
ized and conducted in a manner consistent with the operations of the Office of the 
Comptroller of the Department of Defense 
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(b) * * * Subject to the authority of the respective departmental Secretaries, 
the comptrollers of the military departments shall be responsible for all * * * 
internal audit in their respective departments and for the administrative organi 
zation structure and managerial procedures relating thereto. * * * 


ANALYSIS AND FINDINGS 


Title IV imposes on the Assistant Secretary of Defense (Comp- 
troller) responsibility for the establishment and supervision of prin- 
ciples, policies, and procedures to be followed in connection with 
internal audit, and provides that the Comptroller of each military 
department is responsible for the execution of this function. Internal 
auditing is designed to provide independent internal audits and ap- 
praisals, both of financial and business operations of departmental 
activities to determine the extent of adherence to appropriation pro 
visions and legal requirements and to provide a means whereby 
interpretation of defense contract costs can be applied uniformly by 
all military departments. 

The full implementation of the internal audit function would make 
available to all echelons of management independent review of finan- 
cial and business activities, recommendations for correcting deficien- 
cies, objective appraisals of _ effectiveness of systems, procedures, 
and regulations pertaining to fiscal management, and would assure 
both contracting offices and os ae contractors of efficient examination 
of private contract records. 

The fiscal management staff of the Office of the Assistant Secretary 
of Defense (Comptroller) makes investigations upon the direction of 
the Defense Comptroller. The latter furnished policy guidance on 
audit matters to the military departments. 

In the Army, an audit chief, responsible to the Army Comptroller, 
is responsible for audits in the continental United States, while over- 
seas audit organizations are under the control of the theater com- 
manders, 

The recent transfer of the Cost Inspection Service from the Naval 
oe of Supplies and Accounts to the Office of the Comptroller of 
the Navy localizes all but a small part of the Navy auditing respon 

sibility in the Comptroller. 

The greatest degree of centralization of responsibility for auditing 
functions has been achieved by the Air Force with the designation of 
an audit chief, with worldwide responsibility, who reports directly to 
the Air Force Comptroller. 

Certain other agencies in the military departments (e. g., inspectors 
general) make duplicate investigations of activities regularly exam- 
ined by auditors 

It is the responsibility of the military departments to establish pro- 
cedures for obtaining corrections of deficiencies disclosed by the audits 
and to insure compliance with audit recommendations. Generally, 
audit reports of internal activities, after approval by the responsible 
official, are submitted to all levels of management concerned, although 
distribution in the Air Force is limited to those levels of management 
which have operating responsibility. 

Duplication of contract audits among the three military depart- 
ments has been practically eliminated by cooperative action, although 
further effort is necessary in each department to eliminate the possi- 
bility of duplication and overlapping in audits of internal activities. 
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The Office of the Secretary of Defense should be provided with 
information obtained by departmental audits. This could be accom 
plished by: 

(a) A development ot procedure whereby SUDA reports 
of audit financing would be submitted by the departments. 

(6) Augmentation of the internal audit staff of the Assistant 
Secretary of Defense (Comptroller) to permit closer analysis of 
these reports and to permit audits to be performed on behalf of 
the Secretary of Defense. 

_ The Army and the Air Force have dissipated too great a propor 
tion of their time on the auditing of internal property accounts. 
Their program should be expanded to permit broader coverage of 
departmental business activities. 


GENERAL FINDINGS 


In addition to the specific determinations which the subcommittee 
made with respect to the operation of the various title 1V devices, 
certain general observations were also made. 

We were much heartened to discover the vast areas of agreement 
among the civilian experts and the defense officials who were inter- 
viewed. All agreed that the principles which title [LV embodies are 
sound, and, generally, that the legislation as it now stands is workable. 

There was unanimity in the conviction that title IV not only has 
resulted in considerable savings since its enactment over 4 years ago, 
but also that the potential savings which full utilization of the title 
could effect has not yet been approached. The ins‘allation of an 
industrial fund to finance the Military Sea Transport Service has 
resulted in tremendous savings to the American taxpayers. Since 
MSTS is but one of the numerous defense operations which might be 
financed by an industrial fund and since the industrial fund is but 
one of the mechanisms provided by title IV, the potential elimination 
of avoidable waste is almost unimaginable. 

The fact that integrated accounting systems are necessary before 
title IV can be fully used and the fact that the greatest benefits from 
title IV can be obtained only when clean lines of authority and respon 
sibility (with command and financial lines being parallel) are estab 
lished, was recognized by those whom the committee consulted. 

All agreed, also, that the difficulty in obtaining top-level civilian 
personnel to fill the important posts of comptrollership has been a 
serious deterring factor. All recognized the importance of obtaining 
trained people, civilian or military, to install and operate title IV 
machinery in the lower echelons. 

Common among the experts who appeared before our committee 
was an awareness of the magnitude and complexity of the work to be 
done in realizing the full advantages of title 1V. None regarded this 
magnitude and complexity as making the job an impossible one, but 
all agreed that these factors constituted one of the efficient causes 
of the delay which has been experienced to date. 

There is some dispute as to whether there has been serious resistance 
on the part of the military to title TV. An objective analysis of the 
evidence adduced indicates, we believe, that there has been such resist- 
ance, unconscious though it may have been, which resulted from 
apprehension that title TV, in some way, would usurp the prerogatives 
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military and interfere with the command structures of the three 


[In testifying before the subcommittee, Mr. Ferdinand Eberstadt 
tated in effect that only through the determination of the oflicials 


responsible for the implementation of title [IV can the Job be accom- 
prised, We are much pleased to discover the dynamic approach 
vl 1 our present Secretary of Defense and the departmental Sec 
retaries h ive taken tothe problem ot budgetary, fiscal, ana accounting’ 

tel n the Defense Establishment. To be sure, they have been 


it the helm but a relatively short time, but their appreciation of the 


problem and their enthusiastic devotion to its correction are most 


bye 
Secretary ¢ iarle I \W lson’s hitiative mm assemb] noe, iW the De 
fi Department’s Advisory Committee on Fiscal Organization and 


P ocedure s, some ot the most experienced businessmen In the country, 
riche rtl echa rmanship of Vr. ¢ harles P.( ooper, deserves Comni nada 


biol This committee. we feel sure. will be able to pinpoint the prob 
lems ot title LV Impl ementation far better than we. as sidewalk supel 
hit ident -are able to do 


So, too, if is retre hine to find that Secretary of the Army Robert 
I. Stevens has appointed an Advisory Committee on Army Organiza 
O which has beer study Ing, among other things, fiscal matters im 
that Department. Weare pleased that all three services, with varving 
degrees of success, have sought the assistance of civilian accounting 


11 management firms and the advice of faculty members of some of 


Nation’s leading business schools to help them resolve the problem 

f pushing title TV ahead at full speed. 
Che stie h ~ been joined most dramatically on one problem of major 
portance ft will be reealled that section 402 (b) of the act per 
niits the depart: ental Secretaries to appoint, in their discretion, either 
civilian or military personnel as departmental comptrollers with the 
proviso th: it, if a mili tary man Is se ‘lected, the de puty comptroller must 
ea civilian. This same section permits, again in the discretion of 


the departmental] Recreiast es, that the departmental comptrollers may 
be con urrently responsible to a military, as well as to a civilian, 
supe rior. 

woof the de partment il spoke smen (Secretar \ of the Army Stevens 
and Assistant Secretary of the Air Force H. Lee White) argued for the 
preservation of the status quo which, in the case of each of their de 
partments, means a military comptroller concurrently responsible to 

Chiefs of Staff of their respective branches as well as to civilian 
officials. On the other hand, Secretary of Defense Wilson. Secretary 
of the Navy Robert B. Anderson, former Secretary of Defense Lovett. 
Mr. Eberstadt, and Mr. Schneider advocated civilian comptrollers in 
the several departments. 

The testimony of several of the witnesses indicated th at comptroller 
ship as it is de fined in tile TV w: Is equiv alent to financial management 
as that term is understood in the civilian community. The majority of 
the witnesses thought that the broad responsibilities imposed by the 
title on comptrollers went beyond those usually associated with cor 
porat on comptrollers. 

Compelling arguments were advanced by those witnesses who fa- 
vored a civilian comptroller. It was suggested that since the budget 
is the greatest means available for civilian control of the Military 
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Establishment the official supervising the budget should necessat 


bea civilian. It was also argued that a eivilia 
alleged Intradepartment pressure. It was 


\ 
Hv ould be free from 
ited that the complex 
t ot the comptroller require the 
ership, and that such skill could 
be acquired only by long association in the eld with ¢ vVilian orgal 


nature of the duties and responsibili 


{ 
services of a man skilled in comptroll 


ZATIONS. 
On the other hand, it was urged by \rmy and Air I e representa 
tives that, since only the military itself can put title IV into effect, the 
| be from the military, 
to the service and having tl 
respect and contidence of his fellow oflicers 


head of the conptroll rsh p organiZation shoul 


acquainted with the problems pecul 


Phe suggestion was made by several of the witnesses that each cd 
partment should be authorized a viditional Assistant Se 
whose responsibility would be limited to financial hiahavement 

Although t has been suggested that the arg hi { an illusory 
close examination disc loses a sharp conthiet wh woes to the « 
the subject of our inquiry. The importance of this conflict warrants 
in the opinion of the subcommittee, close study the Othe 
Secretary of Defense. . 

It was reported to the subcommitt e that the ree mendatio 
once been made that departmental comptrollers should be assist 
Defense Department comptrollers responsible both to the Assista 
Se retary of Defense (Comptroller ) mnd to the Secretam oft the 
arti ts to which they were ass oned It w observed that 

tem, which is roughly analogous to the sy lich is observe 
ome large el\ lian corporations with many depart? ents, would 
laps TOO closely approach ad merger of the departments in the comp 


trollership area. 
ConcLUSIONS AND RECOMMENDATIONS 


Encouraging as the progress in putting title [V into operation has 


1 } 


een ina few cases, it must be recognized that the record of the past 
{ years is not a satisfactory one. True, certain pleas n contfessio1 
and avoidance (the Korean war, the magnitude of the job, lack of pen 
sonnel) may be offered, but when it is considered that almost 52 mont! 
have passed since the legislation which was predicted to result in such 
eChHormous Savings was enacted, the score is not favorable. 

The Secretary of Defense as well as the departmental Secretaries 
must address themselves vigorously to speeding up the wheels of title 
IV. They must develop affirmative programs to isolate the problems 
and discover remedies for their correction. There must be a elarifica 
tion by the Secretaries of the importance of title IV devices so that 
there will be a sympathetic understanding of these concepts at all 
echelons. 

Title IV has the endorsement not only of top civilian experts, of 
former Defense Department officials, but the approval of the present 
leadership as well. Those officials and commanders who are respon- 
sible for budgetary, fiscal, and accounting matters must be made to 
understand that it is their job to translate this approval into affirma 
tive action. 

The subcommittee has completed the first part of its inquiry into 
the status ot title rv. Our work is not yet complete. The subject 


L 
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of our Inquiry 1s one In which the Senate is tremendously interested 
and anxious of fulfillment. The responsible Defense officials should 
direct themselves to the task of putting title IV into operation with a 
consciousness of that interest. 

We shall follow closely the progress of the responsible Defense 
officials in correcting the administrative defects which have obstructed 
the full use of title IV. We shall carefully watch the work of the 
Cooper committee, and look with hope and confidence for their recom 
mendations. We shall examine more minutely the reported resistance 
to title IV in the Military Establishment. 

We shall return to the hearing room after the lapse of a reasonable 
time to review the progress of the program and to examine specific 
areas of deficiency. 

We urge that a detailed master schedule for title IV implementation 
in the services be developed by the Office of the Secretary of Defense, 
establishing firm policies, logical priorities, and realistic target dates. 

We urge the departmental leaders to take immediate aggresive 
action to effect the installation and operation of title [IV machinery, 
and to establish a ystem whereby those who are involved in the vital 
work of comptrollership will be supported and encouraged and their 
aflirmative achievements recognized and rewarded. 

We commend to their continuing attention the grave problem of the 
lack of qualified personnel, especially civilian, to install and operate 
the procedure s of title IV. 

We request that the Secretary of Defense prepare for periodic sub- 
iission to the President and to the Congress, a pro-forma type of re 
port, to which the services must conform, which will inform the Presi 
dent and the Congress of the disposition of appropriated funds: the 
sums allotted, conimitted, obligated, and expended ; the results ob 
tained in arms and other materiel produc ed or procured, consumed, 
and in inve ntory. The re port should also show for ward commitments 
or obligations which will become due in future fiscal years and past 
obligations which will become due in the current and in future fiscal 
years. 

We recommend that the Office of the Secretary of Defense undertake 
i study of that portion of section 402 (b) of title IV, National Security 
Act of 1947, as amended, which permits the exercise of discretion by 
departmental Secretaries in the selection of civilian or military peo- 
ple as departmental comptrollers and which permits concurrent. re- 

sponsibility of the comptrollers to military as well as civilian superi- 

ors, to determine whether an amendment of this portion of the act to 
require civilian comptrollers would make the title more effective, and, 
if an affirmative determination is reached, present the proposal to 
the Senate Committee on Armed Services for consideration. 

We also recommend that the Secretary of Defense and the depart- 
mental Secretaries consider the advisability of creating in the depart- 
ments an assistant secretaryship with the single responsibility of 
financial management, and, if they conclude that the creation of such 
an office would make more efficient the operation of the departments, 
transmit their proposals to the Senate Committee on Armed Services 
for consideration. 
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In order that the Congress and the people be kept abreast of the 
progress of title IV in the Defense Establishment, we request that the 
Secretary of Defense and the Secretaries of each military department 
submit to the Senate Committee on Armed Services a report on 
March 31, 1954, and at the end of each quarter thereafter until the job 
is completed, describing the achievements in title 1V implementation 
in their departments for the preceding quarter. 





